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SUBJECT: VENEZUELAN OIL SCHEME 
REFS: (A) SANTO DOMINGO 0617 (NOTAL), 

(B) STATE 282966 OF 12/16/74 

1. REF A INDICATES VENEZUELAN INTENTION TO OFFER CARIBBEAN 
COUNTRIES FINANCIAL RELIEF FROM HIGH OIL PRICES. SCHEME AS 
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OUTLINED APPEARS SIMILAR IF NOT IDENTICAL TO THAT OFFERED 
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CENTRAL AMERICA AND PANAMA (REF B). HOWEVER, SOME DETAILS 
DIFFER, AND IN THE INTEREST OF PROVIDING ADDRESSEES WITH 
CURRENT ANALYSIS OF OPERATING MECHANISM AND POSSIBLE 
PROBLEMS INHERENT IN SCHEME, THE PROPOSAL IS OUTLINED IN 
DETAIL IN FOLLOWING PARAGRAPHS. 

2. KEY TO VENEZUELAN PROPOSAL TO CENTRAL AMERICA IS 
ASSIGNMENT OF SPECIFIC CRUDE OIL QUOTA TO EACH IMPORTING 
COUNTRY. THIS QUOTA IS BASED ON ACTUAL 1974 IMPORTATION 
OF CRUDE FROM VENEZUELA. NO REPEAT NO REFINED PRODUCT 
IMPORTS ARE INCLUDED. NO ANNUAL GROWTH IN THE QUOTA IS 
PERMITTED. INSTEAD QUOTA REDUCES TO ZERO BY DECLINING 
AT 16.67 PERCENT PER ANNUM OVER A SIX-YEAR PERIOD. 

3. EACH RECIPIENT PAYS FOR ITS QUOTA OF CRUDE IN TWO 
TRANCHES. THE FIRST AT THE RATE OF DOLS. 6 PER BARREL 
WOULD BE PAYABLE IN NORMAL COMMERCIAL MANNER. UNDER THE 

SECOND TRANCHE THE DIFFERENCE BETWEEN ACTUAL LANDED COST 
AND DOLS. 6 PER BARREL WOULD BE REBATED TO RECIPIENT FOR 
USE AS BOP RELIEF AND/OR DEVELOPMENT PROGRAMS. THE EXACT 
MEANS OF PAYMENT BY CENTRAL AMERICA AND PANAMA OF THE 
SECOND TRANCHE TO VENEZUELA IS UNCLEAR TO US AT THIS TIME. 

WE DO NOT KNOW IF REAL TRANSFERS TAKE PLACE OR, IF THE 
SECOND TRANCHE PAYMENT IS A BOOKKEEPING EXERCISE. 
OBVIOUSLY, IF THE BENEFICIARY COUNTRIES MUST MAKE REAL 
TRANSFERS AT TIME OF PURCHASE, THE BENEFIT OF REBATES IS 
DEFERRED. 

4. IN ANY EVENT, THE FUNDS (EITHER REAL OR DENOMINATED) 

ARE CREDITED TO THE VENEZUELAN CENTRAL BANK WHICH, ON A 
QUARTERLY BASIS DEPOSITS THE SECOND TRANCHE FUNDS IN THE 
VENEZUELAN INVESTMENT FUND. THESE MONIES ARE DENOMINATED 
HALF IN DOLLARS AND HALF IN B OLIVARES. THE FUND THEN 
RELEASES THE SECOND TRANCHE MONEY TO THE RECIPIENT COUNTRY 
IN RETURN FOR A CERTIFICATE OF DEPOSIT ISSUED BY THAT 
COUNTRY'S CENTRAL BANK. THE CD IS IN FAVOR OF THE FUND AT 

8 PERCENT INTEREST, SIX YEAR TERM. 

5. THUS, IN THE FIRST INSTANCE, THE RECIPIENT CB HAS SIX 
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YEAR MONEY TO USE FOR BOP PURPOSES (IN REALITY, SHOULD THE 
CB COUNT THE FUNDS AS PART OF ITS OVERALL FOREIGN EXCHANGE 
RESERVES, IT MAY USE THEM IN ANY WAY IT SEES FIT). THE 
COMPLEXITY OF THE MECHANISM FOR ACQUIRINGSIX YEAR 
MONEY IS ADDED TO IF THE RECIPIENT COUNTRY WISHES TO CON- 
VERT THE FUNDS TO LONG-TERM DEVELOPMENT LOANS. 

6. FIRST, THE COUNTRY MUST APPLY TO VENEZUELA FOR AUTHOR- 
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ITY TO USE THE FUNDS FOR SUCH PURPOSES. VENEZUELA HAS 
SPECIFIED THAT APPROVAL WILL BE GRANTED WHEREIN THE FUNDS 
ARE TO BE USED AS COUNTERPART FOR DEVELOPMENT PROJECTS 
FUNDED BY INTERNATIONAL FINANCE INSTITUTIONS (USAID IS 
INCLUDED IN THIS CATEGORY). 

7. AFTER PROJECT APPROVAL, CB BUYS BACK ITS CD (PAYING 
APPLICABLE INTEREST) AND REBORROWS SAME AMOUNT AT 25 
YEAR TERM AND 8 PERCENT INTEREST. ADDITIONAL CHARGES FOR 
ADMINISTRATION OF LOANS ARE ALSO FORSEEN BY VENEZUELANS 
AND PRESUMABLY THE FUND WILL REQUIRE REPRESENTATIVE TO BE 
STATIONED IN EACH COUNTRY TO OVERSEE LOAN PROGRAM. 

8. GIVEN THE RELATIVELY SMALL OIL IMPORT BILLS OF ADDRES- 
SEES AND COMPLICATING FACTOR OF FELLOW OPEC MEMBER 
TRINIDAD AND TOBAGO WITHIN REGION, VENEZUELA MAY MODIFY 
SCHEME TO AVOID FRICTION AND APPEARANCE OF INTERFERING IN 
T AND T'S NATURAL MARKET. 

ACTION REQUESTED: ADDRESSEES ARE REQUESTED TO INFORM 
DEPARTMENT OF ANY VENEZUELAN OFFERS TO HOST GOVERNMENT 
IN THIS CONNECTION AND ANY OTHER DATA WHICH MIGHT IMPROVE 
OUR UNDERSTANDING OF THE PROPOSAL. ADDRESSEES ARE 
REQUESTED TO REPORT TELEGRAPHICALLY A PRELIMINARY ANALYSIS 
OF THE IMPACT SCHEME MIGHT HAVE ON HOST COUNTRY BOP AND/OR 
DEVELOPMENT PROGRAMS. POSTS SHOULD ADHERE TO POLICY 
GUIDELINES STATED REF B IF QUERIED BY HOST GOVERNMENT FOR 
USG REACTION. INGERSOLL 
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